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The Legislative Audit Committee
of the Montana State Legislature:

This audit report contains our opinion letter on the financial statements of the Montana Health Facility Authority of the
Department of Commerce for the two fiscal years ended June 30, 1996.  The report also contains four recommendations
for improving authority operations and complying with state laws.  We would like to thank the executive director and
Department of Commerce personnel for their cooperation and assistance during the audit.
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Scott A. Seacat
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Montana Health Facility This financial compliance audit report contains the  results of the
Authority audit for the two fiscal years ended June 30, 1996.  The previous

audit report contained no recommendations to the Authority.  The
current audit report contains four issues.  Two recommendations
relate to the Authority’s Direct Loan Program, established in fiscal
year 1993-94.  Under current statute, the Authority does not have
specific authorization to operate the program.  In addition, a portion
of the Authority’s fund balance funds the program which current
statute does not specifically allow.  The remaining two
recommendations address the funding of the statutorily established
capital reserve account, and documentation procedures for fee
reductions or waivers granted by the Authority.  

We issued an unqualified opinion on the financial statements
contained in the report.  This means the reader may rely on the
presented financial information and the supporting information on
the Statewide Budgeting and Accounting System.
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The listing below serves as a means of summarizing the recommendations contained in the report, the
Authority’s response thereto, and a reference to the supporting comments.

Recommendation #1 We recommend the Authority seek legislation to operate 
the Direct Loan Program or discontinue the program. . . . . . . . . . . 5

Authority Response: Concur.  See page B-3.

Recommendation #2 We recommend the Authority seek legislation to expand 
the authorized use of revenue or stop funding direct 
loans. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6

Authority Response: Concur.  See page B-3.

Recommendation #3 We recommend the Authority seek legislation to clarify the 
funding of the capital reserve account. . . . . . . . . . . . . . . . . . . . . 7

Authority Response: Concur.  See page B-4.

Recommendation #4 We recommend the Authority:

A. Revise the fee structure established in rule, to reflect the 
Authority’s practice of charging fees based on estimated cost; and,

B. Establish documentation procedures to ensure equitable
considerations regarding the charging, reducing or waiving 
of fees imposed by the Authority. . . . . . . . . . . . . . . . . . . . . . . . 8

Authority Response: Concur.  See page B-4.
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Introduction We performed a financial-compliance audit of the Montana Health
Facility Authority (the Authority) for the two fiscal years ended
June 30, 1996. 

The objectives of our audit were to:

1. Determine if the Authority complied with applicable state laws
and regulations.

2. Determine if the financial statements of the Authority present
fairly its financial position, results of operations, and cash
flows for the two fiscal years ended June 30, 1996.

3. Make recommendations for the improvement of management
and internal controls of the Authority.

Background The Montana Health Facility Authority was created by the 1983
Legislature.  Its purpose is to contain future health care costs by
offering debt financing or refinancing at reduced rates to Montana
non-profit private and public health care institutions for purchases of
capital equipment and buildings.  The Authority is governed by a
quasi-judicial board appointed by the Governor with the advice and
consent of the Senate.  The Authority is attached to the Department
of Commerce for administrative purposes.  Financial accounting for
the Authority's operation is performed by the department's
Management Services Division.

The Authority administers four programs: the Pooled Loan
Program, the Single Project Financing Program, the Private
Placement Program, and the Direct Loan Program.  The programs
are discussed in more detail in the following sections.  With the
exception of bonds issued on behalf of state entities, the revenue
bonds issued under the programs of the Authority do not constitute a
debt or liability of the state of Montana or any political subdivision
thereof.  Therefore, the bonds are not reflected in the financial
statements of the Authority.  Bonds issued on behalf of state entities,
such as the Montana Developmental Center, appear on the financial
records of the entity rather than the Authority.  Additional
information on amounts and maturity dates of the revenue bonds is
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disclosed in note 2 to the financial statements on pages A-10 through
A-13.

Pooled Loan Program The Pooled Loan Program provides low interest loans for eligible
health institutions, as defined in section 90-7-104, MCA, to finance
or refinance land, buildings, equipment, and improvement costs. 
Under this program the Authority issues revenue bonds, the
proceeds of which are loaned to health institutions.  The interest
rates of the loans include bond interest costs.  The Authority
presently administers six different Pooled Loan Programs:  the 1985
Pooled Loan Program, three Community Provider Pooled Loan
Programs, the 1992 Hospital Pooled Loan Program and the 1994
Master Loan Program.

The Authority, under the Master Loan Program, issued Health Care
Revenue Bonds, Series A through D, in the amount of $4,575,000
on October 19, 1994.  The Authority loaned the proceeds of the
bonds to three hospitals and a long-term care facility for the
purposes of financing or refinancing the costs of certain capital
improvements or equipment of the respective borrowers.  The
Authority also made a $300,000 loan from its own funds to one of
the health facilities as part of this financing arrangement.

On October 15, 1995, the Authority issued Health Care Revenue
Bonds under the Master Loan Program Series 1995A in an amount
of $5,645,000.  The Authority loaned the proceeds to a health care
corporation to undertake extensive remodeling of portions of its
hospital facility, to purchase certain equipment, and to reimburse the
hospital for costs of the project already completed.

The Board of Investments (the Board), pursuant to Title 17, chapter
6, MCA, and the Authority, pursuant to section 90-7-320, MCA,
have entered into capital reserve account agreements for the two
bond issues described above.  In accordance with the agreements,
the Board has irrevocably agreed to lend to the Authority funds
sufficient to ensure timely payment of the principal and interest of
the bonds.  The loans, if necessary, will be made by the Board from
the Permanent Coal Trust Fund or any other legally available funds
administered by the Board.
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Single Project Financing The Single Project Financing Program authorizes tax-exempt
financing on a project-by-project basis.  Bonds or notes are issued
for individual projects.  Interest and other associated costs are paid
by the participating institutions.  A portion of the net proceeds for
the single project bond issues is used to pay costs associated with
issuing the bonds, as well as to establish required debt reserves.

On July 26, 1994, the Authority issued $13,100,000 of Series 1994
Health Care Revenue Bonds for the Montana Developmental Center. 
Net proceeds of $10,500,000 were used to finance the acquisition,
construction, equipping of new facilities and renovation of certain
existing facilities for use at the Developmental Center in Boulder,
Montana.  The remaining proceeds were used to provide for
capitalized interest on the bonds, to establish a reserve fund required
by the Bond Indenture and to pay costs associated with issuing the
bonds.

Private Placement Program A private placement is the direct sale of a bond or note to a limited
number of investors.  In a private placement, the issuer, whether the
Authority or city or county government, issues a bond or note on
behalf of the health facility.  The bond or note is privately placed
with an investor who signs a letter stating the bond/note will not be
immediately resold to the general public.  A private placement
generally reduces underwriting and bond issuance expenses by
minimizing the costs and time involved in marketing the debt.  It is
usually a less costly method of financing projects under $2 million. 
The Authority's role in this type of financing is to provide technical
support to the client.

On May 11, 1995 the Authority issued a $558,721 Revenue Note,
Series 1995, and privately placed it with General Electric Capital
Corporation.  Proceeds were used to purchase and install a CT
Scanner at Livingston Memorial Hospital.

On October 1, 1995 the Authority provided technical support to
Mission Mountain Enterprises, Inc., community provider for
persons with developmental disabilities, in the private placement a
$760,000 Developmental Disabilities Facilities Revenue Bond,
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Series 1995 issued by Lake County.  The proceeds were used to
construct two residential facilities and a work activity center.

On June 21, 1996 the Authority provided technical support to
REACH, Inc., a community provider for persons with
developmental disabilities, in the private placement a $260,000
Developmental Disabilities Facilities Revenue Bond, Series 1996
issued by Gallatin County.  The proceeds were used to construct a
residential facility.

Direct Loan Program The Authority has established a program called the Direct Loan
Program, whereby the Authority makes loans to eligible health
facilities from its own funds.  The purpose of the program is to
provide financing for health care providers with less than an
investment grade rating.  Eligible projects include construction,
renovation, facility acquisition, refinancing of qualified outstanding
debt, and the purchase of equipment.  The maximum amount loaned
is $100,000 for a maximum five year term.  Loans are on a first
come, first serve basis.  Additional information regarding the loans
outstanding is disclosed in note 3 to the financial statements.
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Recommendation #1

We recommend the Authority seek legislation to operate the Direct
Loan Program or discontinue the program.

Direct Loan Program The Authority believes there is a need to provide its clients the
option of short term loans at competitive interest rates, to finance
small amounts for health facility projects.  In fiscal year 1993-94,
the Authority established the Direct Loan Program, whereby the
Authority makes loans to eligible health facilities from its fund
balance.  Eligible projects include facility construction, renovation,
acquisition, equipment purchases, and refinancing outstanding debt
of eligible facilities. 

During the audit we determined that while the Authority has broad
authorization to issue bonds or incur other debt to carry out its
purpose, the Authority does not have authority to establish a loan
program from its fund balance.  Authority personnel explain that the
program provides funding when minor projects exist but not in the
volume to justify a bond issue; however, they agree that the specific
authorization for the program is not in statute.  If the Authority
believes the Direct Loan Program is necessary, it should seek
specific authorization to operate the program.

The Authority has set aside approximately $500,000 for the
program, plus aggregate loan interest payments and investment
earnings.  Loan terms include a maximum loan amount of $100,000
over a maximum term of five years.  At June 30, 1996, the
Authority had $296,633 in notes receivable for the three loans
outstanding, and has designated an additional $238,816 for the
program.
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Recommendation #2

We recommend the Authority seek legislation to expand the
authorized use of revenue or stop funding direct loans.

Authorized Use of Fee
Revenues

The Authority collects fees from participating facilities in connection
with making and servicing their debt.  The Authority's revenues
have exceeded operating costs during the past years of operation,
and the excess revenues have accumulated.  By law, the Authority is
allowed to retain excess revenues for operating reserves and
reasonable allowances for losses that may be incurred.  The
Authority's Board of Directors has established operating and loss
contingency reserve amounts as determined necessary.  However,
the Authority has also accumulated an additional $500,000 in excess
revenues  which funds the Direct Loan Program.

The purposes for which Authority fees may be used are specifically
discussed in section 90-7-211, MCA, and do not include providing a
funding source for the Direct Loan Program.  Authority personnel
explained that its clients identified a financing need and the
Authority sought a method to meet the needs of the health care
community.  If the Authority determines the excess revenue is an
appropriate funding source for the Direct Loan Program, personnel
should seek legislation to expand the authorized use of fee revenue
to include funding the program or stop funding loans with excess
revenues.

Capital Reserve Account State law establishes a capital reserve account as security for the
payment of bonds and notes issued by the Authority.  The Authority
and the Board of Investments (BOI) have entered into capital reserve
account agreements to enhance the credit ratings for bonds issued
under the Master Loan Program, the Hospital Pooled Loan Program,
and the Montana Developmental Center bond issue.  In accordance
with the agreements, the BOI has irrevocably agreed to lend the
Authority funds sufficient to ensure timely payment of principle and
interest on the bonds.  Authority policy has established a reserve
amount equal to two and one-half percent of the par amount of the
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Recommendation #3

We recommend the Authority seek legislation to clarify the
funding of the capital reserve account.

outstanding bonds that are enhanced by the Board of Investments. 
At June 30, 1996 the reserve totaled $662,875. 

Section 90-7-317, MCA, specifies what revenue the Authority shall
deposit into the reserve account, including investment income and
revenues from fees and charges imposed by the Authority.  This
would cover all fee revenues received.  Authority personnel had not
interpreted state law to read all revenues from fees and charges
imposed be deposited to the reserve account.  Authority policy
requires only fifty percent of the Authority assessed annual fee for
bonds enhanced by BOI, to be deposited into the reserve account,
with the remaining 50 percent to be spent on operations.  Authority
personnel agree that clarification should be sought regarding the
funding of the capital reserve account.  

Documentation of
Equitable Fee Assessment

When a loan application is made to the Authority by a health
facility, state law allows the Authority to assess an initial planning
fee, in an amount to be determined by the Authority.  The
administrative rules include a fee structure based on a percentage of
the principal amount of debt the Authority has issued.  The rules
allow the Authority, by resolution, to waive or reduce the amount of
the fees if it determines the waiver or reduction to be in the best
interest of the Authority, the facility, or the users of the facility. 
During the audit period, more often than not, the Authority granted
fee reductions.  A result of not charging in accordance with the
adopted fee structure is that it may appear one facility may be paying
higher fees than a facility receiving similar financing.  During the
audit we determined that there is insufficient documentation of
Authority considerations indicating the appropriateness of a fee
reduction or waiver. 
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Recommendation #4

We recommend the Authority:

A. Revise the fee structure established in rule, to reflect the
Authority’s practice of charging fees based on estimated cost;
and,

B. Establish documentation procedures to ensure equitable
considerations regarding the charging, reducing or waiving of
fees imposed by the Authority.

We reviewed three eligible projects and determined that the fee
actually collected for two of the projects differed from the
administrative rule fee structure.  Fees ranged from charging in
accordance with the fee structure, to charging $80,418 less than the
calculated fee amount.  Authority personnel explained that an
estimated cost of issuance is determined by considering past
experience with repeat clients, general knowledge of the facility’s
background, whether or not the issue is a stand alone or an issue
providing financing to multiple facilities, and submitting a
competitive fee proposal.  The estimated cost of issuance generally
differs from the adopted fee structure.  Personnel explained that
while equitable calculations are prepared, the documentation of all
considerations warranting a reduction or waiver of fees is not
complete.  If estimating a cost of issuance is more equitable than
calculating a fee according to a percentage of financing, the
Authority should revise its fee structure and document the estimated
cost calculation on a consistent basis.



Independent Auditor’s Report
& Agency Financial Statements

Page A-1



Page A-2



Room 135, State Capitol Building, PO Box 102705 Helena MT 59620-1705
Phone (406)444-3122, FAX (406)444-9784

LEGISLATIVE AUDIT DIVISION

Scott A. Seacat, Legislative Auditor Deputy Legislative Auditors:
John W. Northey, Legal Counsel Jim Pellegrini, Performance Audit
Tori Hunthausen, IT & Operations Manager James Gillett, Financial-Compliance Audit

INDEPENDENT AUDITOR'S REPORT

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the accompanying Balance Sheet - Enterprise Fund of the Montana Health Facility
Authority (Authority) for each of the two fiscal years ended June 30, 1996 and 1995, and the related
Statements of Revenues, Expenses, and Changes in Retained Earnings, and Statements of Cash Flows
for each of the two fiscal years then ended.  The information contained in these financial statements is
the responsibility of the Authority's management.   Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards.  Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement.  An audit includes examining, on a test basis, evidence
supporting the amounts and disclosure in the financial statements.  An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statements presentation.  We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Montana Health Facility Authority as of June 30, 1996 and 1995, and the
results of operations and cash flows for the two years then ended, in conformity with generally accepted
accounting principles.

Respectfully submitted,

“Signature on File”

James Gillett, CPA
Deputy Legislative Auditor

August 30, 1996
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